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BRAZILIAN KEY ECONOMIC INDICATORS 


Exchange rate on December 31, 1979 
US$ 1.00 = CR$ 42.33 
1980 
1978 1979 CHG % Projection 


National Accounts 


GDP in current Dollars (billions)1/ $184 
GDP in 1977 Dollars (billions) $174 
GDP Growth in Constant Cruzeiros(%) 6. 3% 
Gross Fixed Capital Formation 

(Current US$ Bns) 4/ 42.8 


Manufacturing Production 
Annual Growth Rate (%) 7.5% 
Automobiles (thousand vehicles) 
Steel Ingots (million Mt) 
Industrial Electricity Consumption 
for Rio-Sao Paulo (billion Kwh) 
Cement (million Mt) 


Wage Trends 
Index of Avg Wages in Mfg(1972=100) 
Avg Annual Minimum Wage Adjustments 


Money & Prices 
Money Supply (M1, year-end, billions 


of CR$) . = : 45-55% 
General Price Index (1977=100) : s e 55-65% 


Balance of Payments (US$ BIL) 
Exports 
(primary products) 
(industrial products) 3/ 
Imports 2 
(oil/other fuels) 
(intermediate goods) 
(capital goods) (4.0-4.5) 
(consumer goods) _@ 0) 
Trade balance ; . to -3.0 
Interest Payments (net) “ és : -0 to 6.0 
Other Service Payments Be ‘ . -5 - 4.0 
Current Account Deficit . ‘ to.12.5 
Foreign Debt (gross) ‘ : ; to 58.0 
Foreign Reserves (gross) : ¢ a ye 20 8.7 


19-20 
(8.0-8.5) 
(11.0) 
20.0-22.0 
(10.0-11.5) 
(4.0-4.5) 
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1/ Average exchange rates: 1978 - 18.07 
1979 = 26.27 
2/ No information is yet available on how 30% devaluation of 12/7/79 will be treated 
in accounts. 
3/ Industrialized products category contains re-exports and industrialized/semi- 
industrialized agricultural products: 
4/ Preliminary data. 





SUMMARY : 


Brazil's economy grew at an overall rate of about 6.5% in 1979, 
very close to the 6.3% level recorded in 1978. These are average, 
real, annual rates and it appears that a slow and steady deceleration 
took place during 1979, a trend which may persist in 1980. Brazilian 
policymakers have noted that overall growth may slip somewhat in 1980, 
perhaps to the 5-6% level. They have stressed, however, their inten- 
tion to avoid any "recession". 


Government anti-inflation policies did not succeed in 1979. In- 
flation exceeded 77%, Brazil's highest level since 1964. Weather- 
induced crop shortfalls, monetary expansion, deficit spending, and 
OPEC oil prices all played a role. The annual rate of inflation is 
currently still rising, but the 1980 annual rate is expected to be 
lower than that of 1979. 


The naming of Delfim Netto as Planning Minister in August 1979 
has been followed by a steady, and continuing, centralization of eco- 
nomic decision-making within the Planning Secretariat. Past policy 
divergencies between the Planning and Finance Ministers appear to have 
ended with the recent appointment of a new Finance Minister and the 
consequent formation of a cohesive team of economic leaders. Among 
new policy measures announced in recent months was a sudden 30% de- 
valuation of the cruzeiro in December (coupled with a reaffirmation 
of Brazil's normal practice of effecting periodic "mini-devaluations"), 
Organized labor is now to receive twice-yearly wage compensation ad- 
justments for inflation, which may help avert strike disruptions. 
Price controls on manufacturers and distributors have also been 
strengthened. A new mechanism is now in place to restrain spending 
by Brazil's many public companies. 


Brazil's trade deficit rose to $2.7 billion in 1979 and gross 
foreign debt climbed to nearly $50 billion. Exports in 1979 rose 
over 1978 levels by 20% to reach $15.2 billion, but imports rose 32% 
to $17.9 billion. Brazil's oil import bill climbed 53% to nearly 
$7 billion, mainly the result of OPEC price hikes. Exports in 1980 
should be boosted by the "maxi-devaluation" of the cruzeiro and agri- 
cultural recovery, and should rise substantially. Nevertheless, the 
import bill, particularly oil, will also rise. This creates the 
possibility of yet another trade deficit in 1980, despite the declared 
efforts of the government to cut imports by many public companies. 
Taken together, the challenges facing Brazil's economic leadership in 
1980 (and beyond) will be difficult ones. Narrowing Brazil's external 
payments gap and financing new investment at a time of unprecedented 
oil prices and interest rates, as well as a global economic slow-down, 
will call for persistence and resolve in selecting among an increas- 
ingly restricted range of policy options. 





US exporters will find that the negative impact of the recent 
"“maxi-devaluation" of the cruzeiro was at least partially offset by 
a relaxation of other import restrictions. All the same, Brazilian 
balance of payments constraints, coupled with probable slower economic 
growth, will hold non-oil imports to about $10 billion in 1980. 
A ceiling has been placed on imports of many public companies.* 


INFLATION AND MONETARY POLICY 


Inflation worsened in the fourth quarter of 1979 and early 1980. 
The increase in the general price index over 12 months rose from 
59.5% at the end of September 1979 to 77.2% at the end of the year. 
Although the monthly increase moderated somewhat in January 1980, the 
12-month increase in the overall price levels rose further to 81.7%. 
Wholesale prices increased 80.1% in CY 1979 and then accelerated to 
86.8% during the 12 months through the end of January 1980. 


The main contributors to inflation in the first half of 1979 were 
shortfalls in food production, caused by a combination of flood and 
drought, and some overheating in selected industries as growth on an 
annual basis proceeded at 8-10%. Continuing conversion of foreign 
loans contracted prior to the prohibitive deposit requirement im- 
posed in April contributed to rapid monetary expansion and excess 
aggregate demand later in the year. Also, in the second half of the 
year corrective price hikes for agricultural products and public ser- 
vices sustained the rate of inflation. Substantial increases in world 
oil prices prompted 45-50% increases in domestic gasoline and fuel oil 
prices in late November. Accelerating price increases were also fueled 
by inflationary expectations engendered by a 30% devaluation of the 
cruzeiro in early December. Throughout the year as a whole, wage 
hikes also played a role in sustaining inflation, and Brazil's Plan- 
ning Minister has identified deficit spending by the government's 
many public companies as a major cause of inflation. 


The underlying annual rate of inflation is expected to continue 
to rise during the early months of 1980 although the recorded rates 
may imply some moderation owing to suppression of price increases by 
rigorous enforcement of controls and consumer boycotts. Adjustment 
to higher oil prices, absorption of the devaluation's impact on im- 
port costs, and inflationary expectations are the principal factors. 
Wage settlements due in 1980 will also be high, since they are now 
computed automatically on a basis which reflects previous high rates 
of inflation. Also important is the carryover effect of monetary 
expansion in late 1979. Money supply (Ml) growth accompanied the 
specific price increases and reached 73.7% at the end of December. 
Outstanding credit from the banking system to the private sector 


* Shortly after this report was completed the Brazilian Govermment announced 
tariff increases on about two thousand import items. Assessment of the new 
measure has not been completed. 





increased approximately 67% in 1979. Despite the implied negative 
real growth in bank credit, the acceleration in money creation will 
complicate the authorities' ability to reverse prevailing price f 
trends in the first semester of 1980. The monthly rate of infla- 
tion, however, appears to have peaked in December 1979 at 7.3%. 

The individual monthly rates dipped to 6.2% in January 1980 and ap- 
pears to have dipped further to about 4.2% in February. 


The government's most obvious response to inflation has been 
intensification of price controls. Responsibility has been centra- 
lized in the Secretariat of Planning, the range of goods subject to 
controls has been broadened, and price increases are to be permitted 
only twice a year. Also important in the effort to reverse infla- 
tionary expectations is Central Bank control on interest rates. 
Commercial and investment banks are expected to pay not more than 
54% on cruzeiro-denominated time deposits and certificates of deposit. 
Nevertheless, the effective cost of domestic borrowing will probably 
need to be adjusted to above international levels if Brazil is to en- 
courage the private foreign borrowing needed to fund its balance of 
payments gap. Other government measures of a longer-term nature in- 
clude gradual reduction in the degree of subsidization in preferential 
credit (announced in December 1979) and spending ceilings on public 
sector enterprises. Finally, the authorities have announced a 50% 
monetary expansion target for 1980, and have stated that monetary 
correction (indexing) and the expansion of domestic credit will be 
limited to 45%. Devaluation of the cruzeiro is to be limited to 40% 
in 1980, according to the Planning Minister. 


INDUSTRY 


While final figures are not yet available, industrial production 
in 1979 is thought to have posted an increase of around 7%. However, 
even more important than the average rate of increase is the fact that 
the economy has experienced a significant and fairly steady so 
especially since mid-year. Industrial production, which grew by 
during the first half of the year probably increased by, at best, 
6.5% in December. This deceleration is continuing and will probably 
result in an average industrial growth rate of close to 5% for 1980. 
Capital investment data are not available for 1979, but investment 
appears to have undergone a real decline from the previous year's 
level. Another real decline is likely in 1980. 





According to the official statistical agency, the most dynamic 
industries in 1979 were plastics (30%), pulp and paper (24%), and 
steel (nearly 12%); while the sectors with the lowest growth rates 
were textiles, clothing and shoes (5%), and food products (less than 
3%). The heavily industrialized Sao Paulo area is reported to have 
done considerably better in creating jobs in 1979 (3.7% increase) 
than did other sections of Brazil, witness the 3.0% country-wide 
average increase in employment. There is no room for complacency 
regarding employment levels, even in Sao Paulo. The 4.1% growth 
in employment in Sao Paulo during the first six months of 1979 was 
just about the minimum required to absorb the normal increase in the 
area's labor supply. 


Two of the key industries, steel and automobiles, owe much of 
their satisfactory performance in 1979 to exports. Domestic sales 
of automobiles were relatively slow (up 4-5%), but approximately 
100,000 vehicles were exported. Total output of wheeled vehicles 
was 1,124,000 units, for a 5.8% increase over 1978. According to 
the National Association of Motor Vehicle Manufacturers, the automo- 
tive industry operated at about 92% of capacity in 1979. The asso- 
ciation does not expect a resurgence of domestic demand this year 
and they are currently estimating only a 2.5% increase in output, 
with the increase going largely into export markets. The steel sec- 
tor performed even better than did the automotive industry. Steel 
output in 1979 is estimated at 13.7 million metric tons, up 11.4% 
over the previous year. Industry sources speak of a 15 million 
metric ton production goal for 1980. As in the case of vehicles, 
exports played an important role. In 1979, the value of steel ex- 
ports (at $463 million) increased 65% and the volume (at 1.85 million 
metric tons) increased nearly 29%. The steel industry is also invest- 
ing to maintain adequate productive capacity. In 1979, investment 
by the sector totalled $3 billion with state-owned companies 
accounting for$2.5 billion. 


Government policies aimed at reducing inflation and closing the 
nation's trade gap are expected by business to portend somewhat 
slower growth in 1980. The sectors which are expected to do par- 
ticularly well in 1980 are agriculture and agriculture-related 
industries (e.g. tractors, implements, fertilizers, food processing, 
etc.)and those with both minimal import requirements and substan- 
tial export potential. Government expenditures on power projects, 
civil works, housing etc, will continue to represent a large portion 
of national investment, but in 1980 relatively few new major projects 
will be initiated and the emphasis will be on completion of on-going 
projects. 





ENERGY 


During the last half of 1979, Brazil continued to be heavily 
dependent on imported petroleum, with an oil import bill of some 
$7 billion for the year as a whole. As part of a "wartime effort" 
to combat the country's energy crisis, the National Energy Council, 
headed by Brazil's Vice President, continued to coordinate Brazil's 
overall energy policy. A series of Council directives was aimed at 
reducing consumption of petroleum derivatives -- especially diesel 
and fuel oil -- and increasing the production of alicohol, coal, 
hydroelectric power, and other domestically available energy sources. 
Brazil has been particularly successful in curbing the growth of 
gasoline consumption, largely through use of the price mechanism, 
gasohol mixtures, and the closing of most service stations on Satur- 
days and Sundays. Low and medium octane gasolines now cost $1.90 
and $2.95 per gallon, respectively. Gasoline consumption declined 
by 7% between the first and final quarters of 1979. 


Brazil's crude oil production for the year totalled 62.4 million 
barrels, 3% more than in 1978, but just 15% of the country's overall 
petroleum requirements. Increasing production from offshore oil 
fields (up 31%) more than offset a decline in output onshore (down 
7%). Apparent consumption of all petroleum derivatives amounted to 
over 400 million barrels, some 5.5% more than in 1978. Overall, 
petroleum derivatives accounted for an estimated 40-45% of Brazil's 
total energy consumption during the year. Total Brazilian reserves 
of petroleum and natural gas liquids increased to 1.264 billion bar- 
rels, a gain of 10% over 1978. 


Petroleum exploration and development activities in 1979 were 
centered on offshore fields, particularly the Campos Basin. Delays 
were encountered in the installation of production systems for Cam- 
pos fields, which are scheduled to produce up to 350,000 barrels per 
day by the mid-to-late 1980's. Exploratory drilling programs are now 
being carried out by the eleven international firms/consortia which 
signed risk (service) contracts for petroleum exploration with 
Brazil's state oil monopoly, Petrobras. 


By the end of 1979, three risk contract negotiating rounds had 
been completed, with a fourth round already under way. As part of a 
government policy to stimulate increased exploration for oil, new 
risk contract terms will be gradually introduced through 1982. These 
terms will include larger areas at risk, payment for successful pe- 
troleum exploration in oil rather than dollars, and, possibly, joint 
Petrobras/risk-contractee development of commercial scale fields 
discovered. 


Alcohol, derived from sugar cane and designed to be mixed with 
gasoline in up to a 1:4 ratio, is being produced in increasing 





quantities, with an output of some 3.5 billion liters in 1979. Under 
the National Alcohol Plan, an estimated 4.5 billion liters will be pro- 
duced in the 1980/81 crop year, and up to 10.7 billion liters by 1985, 
In addition, as part of its program to substitute alcohol for gaso- 
line, the Brazilian Government is actively promoting the use of all- 
alcohol automobiles, particularly for government-owned car fleets. 


Due to the growing demand for electric power, the government has 
undertaken an impressive expansion program in electric generating ca- 
pacity. ELETROBRAS' projections for installed hydro and thermo- 
electric capacity through 1982 forecast an average annual growth rate 
of approximately 12%. Construction continues on the Brazilian-Para- 
guayan Itaipu project, designed for a 12,600 Mw generating capacity, 
which would make it the world's largest hydroelectric plant. Itaipu 
is currently scheduled to begin power production by 1983-84. 


The government is actively developing plans for the construction 
of at least one -- and possibly two -- large "coal/chemical" complexes 
in Southern Brazil. The complexes, designed to utilize gasified coal 
from the vast deposits of low quality bituminous coal in Rio Grande 
do Sul and Santa Catarina States, would provide feedstock and power 
for ammonia/urea production, as well as furnish industrial gases to 
nearby urban areas and direct reduction steel facilities. Coal gas 
from the plants could also eventually be supplied to the Sao Paulo/ 
Rio industrial corridor, via a long-discussed Rio Grande do Sul-Sao 
Paulo gas pipeline. 


In the nuclear energy field, construction continued on Brazil's 
first commercial nuclear plant, Angra I, a 626 Mw light-water reactor 
designed by Westinghouse. Angra I is now scheduled to start opera- 
tion in early 1981. Site location problems resulting from geological 
factors have hampered work on Angra II and are likely to force a 
change in the location of Angra III. Both Angra II and III, the 
first two power reactors planned under the Brazilian/West German Nu- 
clear Agreement, are scheduled to begin operations by the mid-to- 
late 1980's. Each is designed to supply up to 1300 Mw of electrical 
power to the States of Rio and Sao Paulo. 


AGRICULTURE 


Brazilian agriculture in 1979 suffered a second straight year 
of weather-reduced output. Winter grains were affected by flooding 
and drought which lowered yields. Unusually dry weather hit the 
southern states of Brazil prior to the harvest of summer grains, 
affecting soybeans, corn, rice, and the wet season bean crop. Dry 
weather also hit the north-east region reducing output of corn, rice, 
and dry beans. 





Brazil's principal winter grains were also hit by poor growing 
conditions. Production of millable wheat reached only 2.5 million 
tons in 1979, despite a significant increase in planted area. Hail, 
as well as heavy, persistent rains hit Brazil's major wheat and bar- 
ley producing state. 


Despite the setbacks, rice and corn crops in 1979 were up over 
the 1978 crops. Wheat production was down only 8% from 1978 as a 
larger harvested area somewhat offset the weather reduced yields. 
In addition, higher output of soybeans, cotton, tobacco, coffee, cocoa, 
dairy, and poultry combined to push the aggregate growth rate for the 
agricultural sector to between 3 to 4% for 1979. 


During 1979 agricultural exports (defined broadly to include 
semi-manufactured and manufactured agricultural products) came to 
about $7.3 billion. This compares with 1978 when agricultural ex- 
ports came to $6.8 billion. Brazil's four major agricultural export 
commodities (cocoa, coffee, soybeans, and sugar) totalled $5.3 bil- 
lion, accounting for 73% of total agricultural exports and 35% of 
aggregate exports for the year. Other important agricultural export 
items in 1979 were orange juice ($296 million) and tobacco ($284 mil- 
lion), and poultry and livestock products ($268 million). 


Brazil's agricultural imports in 1979 were up significantly be- 
cause of the need to import large quantities of grain. According to 
Ministry of Agriculture data, total agricultural imports were $1.6 


billion in 1979, of which wheat accounted for about 38%, or $600 mil- 
lion. Large imports of rice and corn also were required to meet in- 
ternal demand as well as to rebuild depleted stocks. Imports of 

1.5 million tons of corn and 700,000 tons of rice in 1979 cost Bra- 
zil $240 and $230 million, respectively. Brazil also imported 
268,000 tons of soybeans valued at US$ 71 million and 120,000 tons 
of soybean oil valued at $83 million. These imports were needed be- 
cause of the smaller than anticipated domestic supply, and provided 
beans to Brazil's crushing plants for subsequent re-export. 


The Figueiredo Administration has termed agriculture the pri- 
ority sector of the economy. Short-run production goals seek to 
achieve self-sufficiency in basic foodstuffs, generate additional 
foreign exchange earnings and substitute renewable resources for 
petroleum. To increase sown area in the short run the government has 
guaranteed farmers a market for all their farm output at profitable 
prices. Among the more important measures implemented to increase 
farmer confidence and stimulate larger plantings are: (1) increas- 
ing the amount and availability of credit; (2) a broadening of crop 
insurance coverage; (3) significantly increasing the minimum support 
price program; and (4) establishing more Bank of Brazil field offices 
to facilitate farmer utilization of production loans and minimum 
price programs. 





The GOB's stated trade goal for 1980 is to push total exports to 
the $20 billion level; agricultural exports (broadly defined) are 
expected to account for about one-half. Some GOB officials are fore- 
casting combined 1980 earnings of $7.5 billion for Brazil's four major 
agricultural export commodities: $3.0 billion for coffee, $1.0 bil- 
lion for cocoa, $2.5 billion for soybeans, and $1.0 billion for sugar. 
If achieved, export earnings from these four commodities would jump 
$2.2 billion, 40% over earnings in 1979. Sugar earnings are expec- 
ted to be up significantly due to a higher volume of exports as well 
as higher world prices in 1980. Brazil also hopes to expand exports 
of other agricultural items as well, with the overall goal of in- 
creasing agricultural exports by $2.5 billion in 1980. Achievement 
of these optimistic export goals will depend on the availability of 
an increased volume of exportable supplies as well as the level of 
world demand and prices. 


On the import side of the agricultural trade account, Brazil, 
assuming normal weather conditions, should be able to reduce sub- 
stantially its agricultural imports in 1980. Corn, rice, and soy- 
bean imports are likely to be unnecessary in 1980. Wheat imports, 
however, are expected to be up, both in volume and value terms. Be- 
cause of the poor 1979 domestic wheat crop and higher internal demand, 
wheat imports are expected to be around 4.6 million tons and will 
cost Brazil as much as $830 million, compared with $600 million in 
1979. 


FOREIGN TRADE AND BALANCE OF PAYMENTS 


The foreign trade deficit increased to $2.7 billion in 1979, 
despite 20% growth in exports to $15.2 billion. Commodity exports 
continued to experience sluggish expansion, in large part due to 
limited agricultural output. Cocoa earnings rose 16% to nearly $1 
billion but sugar and soybean receipts increased by only 6 and 103%, 
respectively, compared to 1978. The biggest earner, coffee, recorded 
no increase at $2.3 billion. Offsetting this lackluster performance 
was 25% growth in iron ore sales and an increase of manufactured ex- 
ports in excess of 35%. The main contributor to the larger trade 
deficit was a 32% increase in import payments to $17.9 billion. Oil 
costs rose by over 50% to approximately $7 billion owing to both 
higher world prices and increased volume. Also important were un- 
usually high food imports of $1.6 billion, prompted by domestic sup- 
ply shortages. 


Preliminary data suggest that Brazil's total financing require- 
ments were about $16.5 billion. The current deficit probably reached 
a record $10 billion and amortizations of medium and long-term debt 
were $6.5 billion. Gross reserves reportedly were approximately 
$9.5 billion at the end of 1979, or down by $2.2 billion compared to 
December 1978. Net direct foreign investment increased by over $1.5 
billion. These figures suggest that Brazil engaged in gross borrowing 





of perhaps $12.5 billion in 1979. As a result, gross foreign debt 
experienced a net increase of about $7.5 billion to a total of 
slightly less than $50 billion at the end of the year. Capital in- 
flow was concentrated in the first three quarters of the year. How- 
ever, a sharp exception to the slower rate of borrowing in the last 
months was a $1.2 billion government "jumbo" loan taken in the 
Eurodollar market in mid-November. 


The package of economic measures announced by President 
Figueiredo in early December 1979 included a partial liberalization 
of Brazil's trading system and increased reliance on the exchange 
rate. In announcing a 30% devaluation, the authorities deviated 
from the established crawling peg exchange rate system for the first 
time in over ten years. Linked to the so-called "maxi-devaluation" 
was elimination of prior import and travel deposits and of the prin- 
cipal fiscal export subsidy. These measures are expected to contri- 
bute to more efficient balance of payments adjustments within the new 
international trading rules arrived at in the recently concluded 
multilateral trade negotiations. This devaluation should help spur 
exports of manufactures, although low levels of growth among Brazil's 
trading partners will probably dampen demand for Brazil's exports. 
Improved weather and increased acreage should also boost volumes of 
agricultural exports, as well as minimize the need for food imports. 
Nevertheless, global inflation, OPEC oil pricing uncertainties, and 
the need for basic raw materials and sophisticated capital goods may 
boost import costs to the extent that Brazil may face yet another 
trade deficit in 1980. Trade data for the month of January 1980 in- 
dicate a monthly deficit of $482 million. The Ministers of Planning 
and Finance have stated that they anticipate a need to borrow $12 
billion in 1980. This figure could be higher, depending on foreign 
interest rates and the other variables mentioned above. 


PART B - IMPLICATIONS FOR THE UNITED STATES 


Import Policy 


Drought, floods, and OPEC oil price hikes dashed Brazilian hopes 
for improving the foreign trade balance in 1979. A new set of meas- 
ures announced in December aims at improving the trade balance and 
will impact on prospects for US exporters. These measures included 
a full 30% devaluation of the cruzeiro and the total abolition of 
Brazil's system of requiring its importers to pay large import de- 
posits on some imports. These two measures, taken together, tend to 
cancel each other out -- at least for those imports previously sub- 
ject to import deposits, which came to about one fifth of the total 
imports. The remaining four-fifths of imports, which had been exempt 
from prior deposits, were made 30% more costly in cruzeiro terms by 
this "maxi-devaluation". Modification of Brazil's so-called 





“Law of Similars" may also boost the cost of imports. This "law" 
permitted the waiver or reduction of import duties in certain cases, 
provided Brazilian importers could demonstrate that local industry 
did not manufacture "similar" goods. Such waivers are now being 
granted more sparingly. Nevertheless, sustaining Brazil's industrial 
development will involve substantial imports of those raw materials 
and highly sophisticated capital goods which are not produced locally. 
The government has announced the goal of cutting imports by most of 
Brazil's public companies in 1980 by 20% in dollar terms over 1979. 
Some of the larger government companies (Petrobras, Eletrobras, etc.) 
are excepted, but the overall direction of policy is toward austerity. 
The Brazilian Government is also projecting $20 billion in imports ‘for 
1980. Since half of this will be petroleum, this implies non-oil 
imports of $10 billion -- about the same as in 1979. 


During 1979 Brazilian imports from the United States totaled 
$3.0 billion, compared with $2.8 billion in 1978, or about 16.8% of 
imports in 1979 compared to around 20.8% in 1978. Possibilities for 
substantial expansion in our total sales continue to be limited be- 
cause imports of most consumer goods remain prohibited, many cate- 
gories of industrial goods are restricted, and the recent devaluation 
has made all foreign products more costly. The high priority being 
given by the Brazilian Government to energy continues to offer good 
opportunities for sales of US equipment and technology in the energy 
development/conservation categories. Other US products with high 
potential for sale in Brazil include electronics industry production 
and test equipment, electronic components, health care equipment, 
production process control instrumentation, metalworking machinery, 
mining machinery, laboratory and scientific instruments, printing 
equipment, food processing and packaging equipment, and communica- 
tions equipment. The US Trade Center in Sao Paulo will sponsor ex- 
hibits of health care equipment in May; packaging machinery in June; 
quality control instrumentation in August; mining and earth moving 
equipment in November; and textile and apparel manufacturing equip- 
ment in December. 


INVESTMENT POLICY 


Brazil welcomes foreign investment in most sectors of the econ- 
omy as a source of both capital and technology, as well as increased 
domestic production and export sales. Brazil's large domestic market -- 
the largest in Latin America -- continues to spur interest by inves- 
tors. Indeed, Brazilian authorities have indicated that they are 
counting on an investment inflow of some two billion dollars in 1980. 
Special emphasis has been placed on encouraging established foreign- 
owned firms to convert loan capital into equity investment, and 





several foreign firms have already publicly announced plans to do so. 
One development which is clearly in line with the policy to boost 
equity investment was the December 1979 "freeze" of certain voluntary 
deposits by companies in the Central Bank -- deposits estimated in ex- 
cess of five billion dollars. New rules confine withdrawal of these 
funds to new equity investment, foreign debt service, and "priority 
projects". 


Brazilian investment policy is flexible, and its implementation 
is aided by investment incentives granted by the government's Indus- 
trial Development Council. This Council seeks to direct investment -- 
both foreign and domestic -- into priority sectors. Statistics on 
investment projects approved by the council in 1979 include capital 
goods projects valued at the equivalent of $154 million, chemical 
and petrochemical projects at $462 million, projects in non-metallic 
intermediary goods (e.g. cement and paper) at $430 million, and con- 
sumer goods projects valued at some $80 million. The dollar value of 
petrochemical projects approved rose 34% over 1978 levels and non- 
metallic intermediate goods projects rose 30%. Capital goods projects 
fell 36%, however, and consumer goods projects approved fell 23%. 

The total dollar value of all approved projects represents a drop of 
about 37% from 1978. This may be partly explained by the inactivity 

of the Industrial Development Council in the early months of the 
Figueiredo Administration, which came into office in March 1979. 

Sectors in which new foreign investment does not seem to be encouraged 
are in areas in which the government seeks to develop Brazilian-owned 
technology (e.g. small and medium-sized computers, telephone switching 
equipment) and sectors such as full-service banking. In a rapidly grow- 
ing sector, fuel alcohol production, the government does not appear to 
have decided whether foreign participation will be encouraged. 


In the longer-run, there are indications that the authorities 
foresee the need for a shift in investment strategy away from depen- 
dence on imported oil and imported capital goods, and more attuned ; 
to Brazil's intrinsic comparative advantages in agriculture and labor- 
intensive, export-oriented, agro-industries. This shift is influenced 
by Brazil's external payments and domestic employment situations, but 
investment opportunities will continue to be found in import substi- 
tution and capital goods manufacturing. 


Brazilian-owned firms are also continuing to become more active 
on the international scene. Several Brazilian-owned construction firms 
have established subsidiaries in Africa and the Middle East. The 
government-owned petroleum company is active in oil exploration 
abroad and recently, Brazil's Planning Minister inaugurated a new 
Brazilian-owned banking firm in New York City. 


# U. S. GOVERNMENT PRINTING OFFICE: 1980—311-056/257 











TRAVEL with Overseas Business Reports 
(OBRs)—60 a year—to get detailed information on 
overseas trade and investment conditions and 
opportunities. 


SEE the OBR Marketing In series for information 
about a selected foreign country’s 


a trade patterns 
~~ industry trends 
F distribution channels 
transportation facilities 
trade regulations 


prospects for selected U.S. products 


SEE the OBR Market Profile series for an economic 
digest of countries in a particular marketing region. 
Take a look at the country’s 


TAKE yl \ © foreign trade 
TOUR OF foreign investment 
finances 
POTENTIAL a 
basic economic facilities 
i natural resources 
population 
aE a SEE the OBR World Trade Outlook series for a twice- 
a-year analysis of U.S. export prospects to a// major 
trading countries. 
VIEW other special reports such as: 
Appraisal of China’s Foreign Trade Policy 
Basic Data on the Economy of the Soviet Union 


A Business Guide to European Common Market 
a4 re) "aS A Guide to End Users and Research Organizations 
in Hungary 
¢ Quarterly statistics reports on U.S. foreign trade 


START your tour now for only $40 a year by mailing 
the coupon below. 


(Single copies are availabie for $1.25 each from the Publication Sales Branch, Room 1617, 
U.S. Department of Commerce, Washington, D.C. 20230.) 


(please detach here) 


0 Remittance Enclosed 
SUBSCRIPTION ORDER FORM (Make checks payable 
ENTER MY SUBSCRIPTION TO OVERSEAS No additional postage is required for to Superintendent of 
BUSINESS REPORTS at $40 a year. mailing within the United States or Documents) 
Add $10 for foreign mailing. its possessions. 


Send Subscription to: ( Charge to my Deposit 
Account No. 
NAME—FIRST, LAST 


COMPANY NAME OR ADDITIONAL ADDRESS LINE 


MAIL ORDER FORM TO: 
STREET ADDRESS Superintendent of Documents 


Government Printing Office 


Washington, D.C. 20402 
Please Print 





